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EXPOSURE DRAFT
OMNIBUS PROPOSAL OF
PROFESSIONAL ETHICS DIVISION
INTERPRETATIONS AND RULINGS
PROPOSED INTERPRETATION UNDER RULE 102: Client Service and Client Advocacy
• PROPOSED INTERPRETATION UNDER RULE 102: Applicability of Rule 102 to
Members Performing Educational Services • PROPOSED RULING UNDER RULE 302:
Contingent Fees in Connection With an IPO Acquisition • PROPOSED INTERPRETATION
UNDER RULE 501: Violation of the Uniform CPA Examination Nondisclosure Statement •
PROPOSED REVISION OF INTERPRETATION 101-11 UNDER RULE 101: Independence
and Attest Engagements
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July 26, 1994
This exposure draft contains five proposals for review and comment by the
Institute's membership and other interested parties regarding pronouncements
to be adopted by the Professional Ethics Executive Committee. The text of
and an explanatory preface to each pronouncement are included in this
exposure draft.
A summary does not accompany this exposure draft because of the diversity of
material included. Instead, the type of information a summary would contain
is included in the "Explanation" preceding each proposal.
After the exposure period is concluded and the comments evaluated by the
Professional Ethics Executive Committee, the committee may decide to publish
one or more of the proposed pronouncements. Once published, the
pronouncements become effective on the last day of the month in which they are
published in the Journal of Accountancy, except as otherwise stated in the
pronouncements.
Your comments are an important part of the standard-setting process. Please
take this opportunity to comment. Responses should be made under the
appropriate heading on the enclosed response form. They must be received at
the AICPA by October 31, 1994. All written replies to this exposure draft
will become part of the public record of the AICPA and will be available for
inspection at the office of the AICPA after December 1, 1994, for a period of
one year.
Please send comments to Herbert A. Finkston, AICPA Professional Ethics
Division, Harborside Financial Center, 201 Plaza Three, Jersey City,
NJ 07311-3881.
Sincerely,

L. Glenn Perry
Chair
AICPA Professional Ethics
Executive Committee

Herbert A. Finkston
Director
AICPA Professional
Ethics Division

PROPOSED INTERPRETATION
UNDER RULE 102
[Explanation]
The following proposed pronouncement is intended to clarify the application of the Code of Professional
Conduct to situations where members perform advocacy services for clients by noting that such services are
acceptable only when performed in accordance with professional standards and applicable rules of conduct.
[Text of Proposed Interpretation Under Rule 102]
Client Service and Client Advocacy
In complying with rule 102, a member should recognize the distinction between client service and
unacceptable client advocacy. Client service involves serving the client's best interests without coming into
conflict with professional standards and public responsibility. Client advocacy in support or advancement of
client positions is acceptable only as long as the member acts with integrity, maintains objectivity, and does
not subordinate his or her judgment to others. If the client is one for whom the member performs services
requiring independence, rule 101, its interpretations, and rulings must also be complied with.

PROPOSED INTERPRETATION
UNDER RULE 102
[Explanation]
The following proposed Interpretation clarifies that members performing educational services who hold out
as CPAs, are performing professional services as defined in the Code of Professional Conduct. Therefore,
they are subject to rule 102. The Professional Ethics Executive Committee believes that the proposed
Interpretation provides valuable guidance for those members and recommends its adoption into the Code of
Professional Conduct.
[Text of Proposed Interpretation Under Rule 102]
Applicability of Rule 102
to Members Performing Educational Services
Educational services (for example, teaching full- or part-time at a university, teaching a CPE course, or
engaging in research and scholarship) are professional services as defined in ET section 92.10, and are,
therefore, subject to rule 102. Rule 102 provides that the member shall maintain objectivity and integrity, be
free of conflicts of interest, and shall not knowingly misrepresent facts or subordinate his or her judgment to
others.
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PROPOSED RULING UNDER RULE 302
[Explanation]
The Professional Ethics Executive Committee has been made aware of a common arrangement involving
services in connection with initial public offerings (IPOs), which are being performed on a contingent fee
basis in violation of rule 302. The committee believes that the following proposed ruling will clarify the
application of the rule on contingent fees as well as the definition of client contained in the Code of
Professional Conduct. The committee recommends that the proposed ruling be adopted into the Code of
Professional Conduct.
(For the convenience of readers, the Code's definition of client [ET section 92.01] is as follows:
A client is any person or entity, other than the member's employer, that engages a member or
a member's firm to perform professional services or a person or entity with respect to which
professional services are performed. The term "employer" for these purposes does not include
those entities engaged in the practice of public accounting.)
[Text of Proposed Ruling Under Rule 302]
Contingent Fees in Connection With an IPO Acquisition
Question — Company A has asked a firm to audit a target company, B, in connection with a possible IPO. A
established a holding company, C, to which the firm would issue an engagement letter. C has no assets, and
the firm has an agreement that it would be paid only if the IPO is successful. Would this arrangement be a
contingent fee in violation of ruling 302?
Answer — Yes. Under ET section 92.01, companies A, B, and C would be considered to be clients of the
firm. Rule 302 prohibits a member from performing for a contingent fee any professional services for or
receiving such a fee from a client for whom the member performs an audit of a financial statement. The
member would be performing the audits of client B for C, the holding company, at the direction of A, and the
fee for such services would be contingent.

PROPOSED INTERPRETATION
UNDER RULE 501
[Explanation]
Effective as of May 1996, the Uniform CPA Examination will be nondisclosed, thereby barring any
publication or disclosure of examination questions. Candidates and others with access to the examination
booklets will be required to sign nondisclosure statements. The Professional Ethics Executive Committee has
concluded that action contrary to the nondisclosure statement would constitute an act discreditable to the
profession. The Committee recommends that the following proposed Interpretation be adopted to alert
members to the Committee's position.
[Text of Proposed Interpretation Under Rule 501]
Violation of the Uniform CPA Examination Nondisclosure Statement
A member who solicits, discloses, and/or uses information obtained through violation of the nondisclosure
statement of the Uniform CPA Examination shall be considered to have committed an act discreditable to the
profession in violation of rule 501.
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PROPOSED REVISION OF INTERPRETATION 101-11
UNDER RULE 101
[Explanation]
Interpretation 101-11 became effective in February 1990 and addressed engagements covered by the
Statements on Standards for Attestation Engagements (SSAE) No. 1, Attestation Standards (AICPA,
Professional Standards, vol. 1, AT sec. 100). Since that time SSAE No. 2, Reporting on an Entity's
Internal Control Structure Over Financial Reporting (AICPA, Professional Standards, vol. 1, AT sec.
400), and SSAE No. 3, Compliance Attestation (AICPA, Professional Standards, vol. 1, AT sec. 500) have
been issued by the Auditing Standards Board (ASB).
The Professional Ethics Executive Committee believes that the less restrictive independence requirements —
essentially engagement team independence — of current Interpretation 101-11 should not apply to all
engagements covered by the attestation standards. Rather, the less restrictive independence requirements
should apply only to those attestation engagements where the report states that its use is restricted to
identified parties and the member reasonably expects that use will be so restricted.
The Committee recommends that the "Applicability" section of Interpretation 101-11 be revised to reflect its
position. (No other changes to the Interpretation are recommended by the Committee.)
[Text of Current Interpretation 101-11 Proposedfor Revision]
Independence and Attest Engagements
.13 101-11 —Independence and Attest Engagements
Introduction
Rule 101, Independence, provides that "a member in public practice shall be independent in the performance
of professional services as required by standards promulgated by bodies designated by Council." The
Statement on Standards for Attestation Engagements [AT section 100] requires independence in the
performance of engagements covered by that Statement.
[Definitions]
Assertion. Any declaration, or a set of related declarations taken as a whole, by a party responsible for it.
Asserter. The person(s) or entity responsible for an assertion.
Attest Engagement. An engagement in which a practitioner is engaged to issue or does issue a written
communication that expresses a conclusion about the reliability of a written assertion that is the responsibility
of another party.
Attest Engagement Team. Includes proprietors, partners, and shareholders who participate in the acceptance
or performance of the attest engagement and full- or part-time professional employees who participate in the
acceptance or the performance of the attest engagement, including individuals who provide consultation or
supervisory services for the attest engagement.
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[Applicability]
This Interpretation does not apply to attest engagements covered by Statements on Auditing Standards,
Statements on Standards for Accounting and Review Services, Statements on Standards for Accountants' Services
on Prospective Financial Information, and such other pronouncements as may be determined from time to time
by the Professional Ethics Executive Committee.
Interpretation
Independence will be considered to be impaired if, during the period of the attest engagement or at the time the
written conclusion is issued —
1. An individual on the attest engagement team or his or her spouse, dependent or firm1 has a relationship with
the asserter that is proscribed by Interpretation 101-1 of rule 101 [ET section 101.02].
2. An individual on the engagement team has a nondependent close relative2 who has either a position of
significant influence with, or afinancialinterest material to the close relative in the asserter.
3. An owner, partner, or shareholder of thefirmwho is located in an office participating in a significant portion
of the attest engagement, or the spouse or dependent of such an owner, partner, or shareholder, has either a
position of significant influence3 with, or afinancialinterest material to such person in the asserter.
4. The firm, an individual on the attest engagement team (or his or her spouse or dependent), or an owner,
partner, or shareholder in an office performing a significant portion of the engagement, contributed to the
development of the subject matter of the assertion (the subject), or stands to gainfinanciallydirectly from
the success of the subject.
5. An individual on the attest engagement team knows or could reasonably be expected to know that any owner,
partner, or shareholder located in other offices of the firm (a) contributed to the development of the subject
or stands to gain financially directly from the success of the subject, or (b) has a position of significant
influence3 with the asserter.
In determining whether a relationship with an asserter is one that is proscribed under Interpretation 101-1 [ET
section 101.02], the following guidance is provided:
— Interpretation 101-6, "The Effect of Actual or Threatened Litigation on Independence (ET section 101.08),"
is not applicable unless the litigation relates to the attest engagement or is material to the firm or to the
financial statements of the asserter.
— Interpretation 101-9, "The Meaning of Certain Independence Terminology and the Effect of Family
Relationships on Independence (ET section 101.11)," is not applicable because the applicability of this
Interpretation is stated herein.

1

For the purpose of this Interpretation, firm shall mean the sole proprietorship, partnership, or professional corporation of which an
individual on the attest engagement team is an owner, partner, shareholder, or employee; it does not include owners, partners,
shareholders, or employees as individuals.

2

For the purpose of this Interpretation, this term shall mean the same as in Interpretation 101-9, "The Meaning of Certain Independence
Terminology and the Effect of Family Relationships on Independence [ET section 101.11]."

3

For the purpose of this Interpretation, this term shall mean the same as in Interpretation 101-9," The Meaning of Certain Independence
Terminology and the Effect of Family Relationships on Independence [ET section 101.11]."
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[Text of Proposed Interpretation 101-11]
.13 101-11—Independence and Attest Engagements
Introduction
Rule 101, Independence, provides that "a member in public practice shall be independent in the performance of
professional services as required by standards promulgated by bodies designated by Council." The Statement on
Standards for Attestation Engagements [AT section 100] requires independence in the performance of
engagements covered by that Statement.
[Definitions]
Assertion. Any declaration, or a set of related declarations taken as a whole, by a party responsible for it.
Asserter. The person(s) or entity responsible for an assertion.
Attest Engagement. An engagement in which a practitioner is engaged to issue or does issue a written
communication that expresses a conclusion about the reliability of a written assertion that is the responsibility
of another party.
Attest Engagement Team. Includes proprietors, partners, and shareholders who participate in the acceptance
or performance of the attest engagement and full- or part-time professional employees who participate in the
acceptance or the performance of the attest engagement, including individuals who provide consultation or
supervisory services for the attest engagement.
[Applicability]
This Interpretation applies only to reports issued under the Statements on Standards for Attestation
Engagements when the report states that its use is to be restricted to identified parties and the member
reasonably expects that the report will be restricted to those parties. It does not apply to engagements
covered by Statements on Auditing Standards and Statements on Standards for Accounting and Review
Services.
Interpretation
Independence will be considered to be impaired if, during the period of the attest engagement or at the time
the written conclusion is issued —
1. An individual on the attest engagement team or his or her spouse, dependent or firm1 has a relationship with
the asserter that is proscribed by Interpretation 101-1 of rule 101 [ET section 101.02].
2. An individual on the engagement team has a nondependent close relative2 who has either a position of
significant influence with, or afinancialinterest material to the close relative in the asserter.
3. An owner, partner, or shareholder of thefirmwho is located in an office participating in a significant portion
of the attest engagement, or the spouse or dependent of such an owner, partner, or shareholder, has either a
position of significant influence3 with, or a financial interest material to such person in the asserter.
1

For the purpose of this Interpretation, firm shall mean the sole proprietorship, partnership, or professional corporation of which an
individual on the attest engagement team is an owner, partner, shareholder, or employee; it does not include owners, partners,
shareholders, or employees as individuals.

2

For the purpose of this Interpretation, this term shall mean the same as in Interpretation 101-9, "The Meaning of Certain Independence
Terminology and the Effect of Family Relationships on Independence [ET section 101.11]."

3

For the purpose of this Interpretation, this term shall mean the same as in Interpretation 101-9, "The Meaning of Certain Independence
Terminology and the Effect of Family Relationships on Independence [ET section 101.11]."
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4. The firm, an individual on the attest engagement team (or his or her spouse or dependent), or an owner,
partner, or shareholder in an office performing a significant portion of the engagement, contributed to the
development of the subject matter of the assertion (the subject) or stands to gain financially directly from the
success of the subject.
5. An individual on the attest engagement team knows or could reasonably be expected to know that any owner,
partner, or shareholder located in other offices of the firm (a) contributed to the development of the subject
or stands to gain financially directly from the success of the subject, or (b) has a position of significant
influence3 with the asserter.
In determining whether a relationship with an asserter is one that is proscribed under Interpretation 101-1 [ET
section 101.02], the following guidance is provided:
— Interpretation 101-6, "The Effect of Actual or Threatened Litigation on Independence [ET section 101.08],"
is not applicable unless the litigation relates to the attest engagement or is material to the firm or to the
financial statements of the asserter.
— Interpretation 101-9, "The Meaning of Certain Independence Terminology and the Effect of Family
Relationships on Independence [ET section 101.11]," is not applicable because the applicability of this
Interpretation is stated herein.

3

For the purpose of this Interpretation, this term shall mean the same as in Interpretation 101-9, "The Meaning of Certain Independence
Terminology and the Effect of Family Relationships on Independence [ET section 101.11]."
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